Changes In Health Plans Serving Medicaid, 1993-1996
The growth in Medicaid-only plans raises new issues for oversight and tracking market change.
b y S u z a n n e F e l t -L i s k a n d S a r a Y a n g T h e r e c e n t g r o w t h in Medicaid managed care has dramatically changed the way Medicaid beneficiaries in many states obtain health care. In 1996, 7.7 million Medicaid beneficiaries (23 percent of all Medicaid beneficiaries) received care under fully capitated Medicaid managed care programs in thirty-five states, compared with 2.6 million beneficiaries in 1993. This change suggests a need to track the types of health plans in which beneficiaries are enrolling, to better understand the changing health care market, and to identify any policy implications. The changes of interest include changes in participation by commercial-based plans, the rate at which new health plans are forming to serve Medicaid, the extent to which patterns and changes vary by region or state, and the role of health plans that are Medicaid-only or Medicaid-dominated relative to other plans. In this paper we address these issues using a new data set that we developed specifically for this purpose.
Tracking full-risk health plans serving Medicaid is important for policymakers because these are the plans that face the strong financial incentives to reduce service use that are inherent in fully capitated payment. Lack of adequate oversight for such plans can result in problems such as possible instances of underservice or inadequate documentation. 1 Further, shifts over time in participation by these plans create a changing landscape for consumers who are navigating a Medicaid program that presents them with more choices than in the past.
Overall, we found that the number and proportion of plans serving Medicaid beneficiaries grew dramatically between 1993 and 1996, although the size and other characteristics of the plans remained relatively stable. Commercial plans' participation increased substantially over the period, yet more than half of the new plans entering the Medicaid market were newly formed plans, and most of these were Medicaid-only plans. There are now at least 144 Medicaid-only plans, and by June 1996, 3.6 million Medicaid beneficiaries were enrolled in plans in which Medicaid enrollees comprised at least 75 percent of the total enrollment. We therefore suggest that more atten- tion should be paid to including these plans in future analyses of market trends and to ensuring that they maintain a baseline level of quality of care while taking into account their special strengths and limited resources.
OBJECTIVES AND METHODS
The trends identified here for 1993-1996 cover a critical period in the expansion of Medicaid managed care and use an expanded data set of health plans relative to prior studies. This analysis builds on previous research on types of health plans serving Medicaid by updating it to include 1995 and 1996 and by including all full-risk health plans serving Medicaid as identified through Health Care Financing Administration (HCFA) enrollment data.
2 Thus, for the first time in this type of analysis, we include the many plans that bear full financial risk for serving Medicaid beneficiaries but that are not listed in the industry directories and are likely not state-licensed as health maintenance organizations (HMOs). In contrast to some previous analyses, we also present results two ways: unweighted by enrollment, to profile the plans in the industry; and weighted, to profile the plans in which Medicaid beneficiaries are concentrated.
We focused on several major characteristics: (1) size of plan as measured by total enrollment, (2) number of Medicaid enrollees and percentage of plans' total enrollment that is Medicaid, (3) plans' affiliation with a major system, (4) the state in which the plan is located, and (5) whether the plan served the disabled Medicaid population in 1995. We focused on these areas both because they are of interest and because the data were available for plans listed in industry directories as well as for plans identified only through HCFA data. 3 We defined the managed care plans of interest as those that were fully capitated for general medical services. This group includes many HMO-like organizations that are not licensed as HMOs but that carry similar responsibilities. That is, they are responsible for making available the same wide spectrum of medical services that HMOs provide; they are offered to beneficiaries when they select a health plan, just as HMOs are offered; and they must comply with HCFA requirements for quality assurance and addressing enrollees' grievances.
Using Medicaid definitions, our group of interest thus includes HMOs, prepaid health plans that are fully capitated, and seven organizations classified by HCFA as health-insuring organizations, which also receive full capitation for general medical care for Medicaid beneficiaries. 4 We chose not to include other managed care arrangements such as partially capitated plans and primary care case management (PCCM) programs because they are generally structured very differently from full-risk plans and are not responsible for providing such a broad range of services under the strong financial incentives that full capitation brings. Although some of those we excluded may operate like HMOs, we had no way to distinguish these from the majority of PCCM programs and partially capitated plans that are very different.
n DATA SOURCES. To create the database for analysis, we merged data on HMOs nationwide that were available from industry sources with data from HCFA Medicaid managed care enrollment reports for 30 June 1993 June , 1994 June , 1995 June , and 1996 . The industry sources were the Group Health Association of America (GHAA) Directory of HMOs for the years 1993, 1994, and 1995 and InterStudy directory data for 1996. We used the latter as an alternative data source for 1996 because the American Association of Health Plans (AAHP) (formerly GHAA) data for 1996 were not yet available. We also used a list of national HMO companies and multiregional HMOs previously developed for the Center for Studying Health System Change to identify plans that had more than 100,000 enrollees and were part of a major health plan system. 5 n LIMITATIONS. Matching health plans across years and data sources was challenging and required hand-matching addresses to correct instances in which plans with slight name variations appeared as separate plans and telephoning state Medicaid officials to clarify ambiguous information. We devoted considerable effort to eliminating plans on the HCFA listings that only provided specialized services (most often behavioral health and dental managed care plans) and to obtaining total enrollment data or verifying Medicaidonly status for plans not listed in the industry directories. Although we believe we have developed a useful and highly accurate database, a few errors undoubtedly remain.
In addition, it was not possible to use fully consistent matching dates of enrollment for total enrollment and Medicaid enrollment. Total enrollment data from GHAA are only available for 31 December of each year, and Medicaid data are only available for 30 June of each year. Thus, we matched total enrollment for 31 December 1992 with Medicaid enrollment for 30 June 1993 and labeled it "1993" and so on for each year. 
FULL-RISK PLANS IN 1996
In 1996, 355 managed care plans served 7.7 million Medicaid beneficiaries in fully capitated programs in thirty-five states.
n HOW MUCH MEDICAID? Nearly half (48 percent) of those Medicaid beneficiaries-3.6 million people-were in Medicaiddominated plans (that is, plans in which Medicaid enrollees comprise 75 percent or more of the total enrollment), while 28 percent were in low-Medicaid plans and 24 percent were in mixed Medicaid/commercial plans. The 156 Medicaid-dominated plans operating in 1996 constituted 38 percent of all health plans serving Medicaid. Most were small-90 percent of Medicaid-dominated plans had fewer than 50,000 members. Probably because of this, Medicaid enrollees were three times more likely than commercial enrollees to be enrolled in small plans.
Among the Medicaid-dominated plans, 92 percent (144 plans) were basically Medicaidonly plans, with Medicaid comprising 90 to 100 percent of their total enrollment. At least sixteen of the Medicaid-only plans operating in 1996 were owned wholly or in part by federally funded community health centers. 7 Others may be other types of provider-based plans, newly formed independent plans, subsidiaries of commercial-based plans, or plans formed separately by companies focusing on Medicaid. There is no information about the nature of these plans, since most of them (105) n LARGE OR SMALL PLANS? A majority of participating plans are small and serve a small number of Medicaid enrollees, but most enrollees are in large plans and those that serve a large number of Medicaid enrollees. Although 59 percent of participating health plans in 1996 had fewer than 50,000 enrollees, these small plans enrolled only 30 percent of the Medicaid beneficiaries in managed care (Exhibit 1). Similarly, nearly half (48 percent) of participating plans served fewer than 10,000 Medicaid enrollees in 1996, and they enrolled only 8 percent of Medicaid managed care enrollees. In contrast, more than half (52 percent) of enrollees were in the forty-three plans that served a large number of Medicaid enrollees (45,000 or more). And a majority of Medicaid enrollees (54 percent) were in large health plans (100,000 or more members). In fact, nearly a third of enrollees were in the very large plans (250,000 or more members). Enrollees in large plans were about evenly split Ohio, Oregon, Pennsylvania, Tennessee, Virginia, and Washington.
CHANGES IN NUMBER AND TYPES OF PLANS
Although the number and proportion of plans serving Medicaid grew dramatically between 1993 and 1996, the size and other characteristics of the plans remained relatively stable. The number of health plans serving Medicaid rose from 166 to 355 between 1993 and 1996, both because of growth in existing plans' participation in Medicaid and the formation of new plans designed to serve Medicaid (discussed below). Enrollment grew rapidly in every region of the country and in most
states. Yet, despite these very large increases, there was relatively little shift in the types of plans serving Medicaid or in the types of plans in which beneficiaries tended to enroll. Enrollees in 1996 were about as likely as in 1993 to be in Medicaid-dominated plans (48 percent versus 47 percent), about as likely to be in plans affiliated with a large system (29 percent versus 28 percent), and about as likely to be in large plans as in small plans. n INCREASING ENROLLMENTS. Participating plans substantially increased their Medicaid enrollment, and this increase slightly outpaced increases in enrollment from other payer groups. The rapid growth in Medicaid enrollment in managed care plans was enough both to support additional health plans seeking to participate in Medicaid and to increase the volume of Medicaid enrollees of plans already in the market. During this period, a participating plan's average Medicaid enrollment grew by 36 percent, from 15,880 to 21,537. Increases in Medicaid enrollment slightly outpaced other enrollment growth-the average Medicaid portion of a participating plan's enrollment increased from 26 percent to 31 percent during the period. Of the 218 plans that were operating from 1993 through 1996 and that served Medicaid at some point during that time, 23 percent had large, consistent increases totaling 10,000 or more enrollees, and 49 percent had a consistent increase at some level. Nearly all of the rest had an inconsistent pattern of change or no change; only nine plans showed a consistent decline in Medicaid enrollment.
The number of Medicaid-dominated plans doubled during the period, as did the number of more evenly mixed plans (those in which Medicaid constituted 25 to 74 percent of total enrollment). Plans in which Medicaid accounted for a very small percentage (less than 10 percent) of total enrollment were the only type to grow more slowly, increasing from sixty-four plans in 1993 to ninety-four plans in 1996. This could reflect plans' becoming more decisive about their interest in serving Medicaid. That is, plans that did not market or emphasize their Medicaid service may have been pressured by Medicaid program changes and/or market forces to more aggressively market their services to Medicaid to stay in the Medicaid market.
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THE MEDICAID MARKET
Health plans entered the Medicaid market at a dramatically higher rate in 1995 and 1996 than in 1994. Some plans also left the Medicaid market. Overall, the number of plans in the Medicaid market nearly doubled over this period (Exhibit 3).
n NEW PLANS. More than half (63 percent) of plans entering the Medicaid market were newly formed plans, and nearly 81 percent of these were Medicaid-only plans. In all, 157 newly formed plans entered the Medicaid market, 127 of which were Medicaid-only plans (Medicaid comprised 90-100 percent of enrollees). We do not know if these plans intended to remain Medicaid-only or if some or all intended to enroll commercial members in the future.
Entry of the largest commercial-based plans into the Medicaid market dropped off between 1995 and 1996. Between 1994 and 1996, 120 commercial-based plans, including forty-one large plans (100,000 or more enrollees), entered the market. 13 Thirteen of the largest plans (250,000 or more enrollees) entered the market in the two-year period 1994-1995, but only one did so in 1996 (not shown). This decline could reflect either a change in these health plans' views on the Medicaid market or differences in the configuration of plans in states where Medicaid managed care activity was gaining momentum.
n EXITING PLANS. Sixty-two plans left the Medicaid market between 1994 and 1996, with nearly half of those plans exiting during 1996. Although recent anecdotes suggest increased concern about whether commercialbased plans will pull out of the Medicaid market as states reduce their capitation rates, we did not find that pattern. Older, commercialbased plans did not represent an increasing proportion of plans leaving the market rela-tive to other plans in 1996, but there was an increase in the number of commercial-based plans that left the market in 1996 compared with 1994 and 1995 (seventeen in 1996 compared with seven in 1994 and eight in 1995). Some of the plans that appeared to leave the Medicaid market because they were listed as serving Medicaid one year but not in subsequent years were actually still in the market under another name after being bought by or merging with another plan or having simply changed names. Plan failure or a sudden termination of Medicaid service likely has more dramatic implications for enrollees than other changes in organizational structure have.
We tried to obtain information on the reasons for plans' disappearance from the list of participating plans. We ascertained (largely from state Medicaid officials) that thirty-three of the plans that left the market had indeed been bought or merged or had changed names, that eight additional plans went out of business, and that four dropped off the list because they shifted from a fully capitated to a partially capitated program. We remain unsure about what happened to the seventeen other plans. Of the sixty-two plans that exited, it appears that thirty-two were commercial-based plans that stopped serving Medicaid during the period.
IMPLICATIONS FOR POLICY
As Medicaid managed care has spread across the country since 1993, health plans of diverse sizes, missions, and system affiliations have viewed the Medicaid population as a potentially attractive market and either entered the market or increased their Medicaid enrollment. While the share of Medicaid enrollees served by commercial-based plans remained about the same during the study period, the proportion of participating commercial-based plans rose from 21 percent of participating plans in 1993 to 36 percent in 1996.
Although the overall trend was toward increased participation during the study period, sixty-two plans dropped off the list of Medicaid-serving plans for a variety of reasons, including business failure, merger with another organization, or a decision to drop their Medicaid service. Given today's dynamic Medicaid program environment, along with the potentially adverse effects on beneficiaries of plans dropping out of the market, policymakers should work with organizations that are tracking market trends to develop a routine, central means for determining why plans stop serving Medicaid enrollees.
Medicaid n MONITORING QUALITY. Second, many of the Medicaid-dominated plans have been somewhat invisible to national-level researchers and policymakers; information about these plans is scarce and rarely integrated with information from licensed HMOs (or health plans known to the AAHP and InterStudy), except perhaps by the state Medicaid programs. This makes it hard to understand national trends or to monitor changes and identify problems.
14 Because they do not have to meet the demands of large employers, Medicaid-dominated plans do not face the same pressures as commercial plans do to seek accreditation from the National Committee for Quality Assurance or to produce statistics on quality and utilization based on the Health Plan Employer Data and Information Set. Nor are they likely to have the resources to do so, at least in the near term. Besides tending to be smaller than other plans, as our data show, anecdotal evidence also suggests that Medicaid-dominated plans tend to have fewer resources and reserves and to be based in underserved urban areas. Policymakers may need to be especially vigilant in monitoring these plans, since Medicaid provides the main means for ensuring that a quality improvement system is in place. 15 n THE 75/25 RULE. Third, the Medicaid program has traditionally relied on a requirement commonly known as "the 75/25 rule" as a proxy for quality. The theory behind the rule is that if health plans can attract a substantial amount of business from paying customers who presumably have multiple options, they must have a reputation for providing good care and service with good physicians. Therefore, the rule states that for health plans that serve Medicaid, at least 25 percent of their enrollees must be non-Medicaid beneficiaries. Exceptions have always been granted for community health centers and plans or states that have been granted waivers. Even without a waiver, new plans have three years to meet the requirement.
With the major role that the Medicaiddominated plans are playing and the high volume of beneficiaries they serve, policymakers may need to acknowledge the demise of the 75/25 rule, simply to reflect the reality of the day, and pursue other mechanisms to ensure acceptable quality of care. For example, states that have been granted federal waivers for their Medicaid managed care programs are committed to developing a quality improvement system for Medicaid managed care based on HCFA guidelines for the Quality Assurance Reform Initiative (QARI). 16 An evaluation of an earlier QARI demonstration found that the QARI guidelines were useful overall, but that they needed to be updated and revised. 17 n ROLE OF MEDICAID-DOMINATED PLANS. Fourth, the presence of Medicaiddominated plans and their likely continued role in the future argue for information on what they may contribute to the system, as well as what demands they place on it. A number of states have welcomed the formation of Medicaid-only plans to increase the managed care choices available to Medicaid beneficiaries, and some have actively supported development of such plans. These plans form their provider networks largely around physicians and health centers with practices focused on low-income populations, which may mean that the providers are more culturally sensitive than those in other plans. It may be that plans specializing in serving a particular Medicaid population deliver better care to that population cost-effectively. They also may use other nonmedical community resources more effectively than commercial plans do.
Thus, additional research is needed to document the relative strengths of Medicaiddominated plans. In the meantime, the role of the state Medicaid and other health-related agencies is more critical than ever in ensuring
